Re: PERSONAL - IS THIS WRONG? [UNCLASSIFIED] [Non-Record] 

Tucker, Paul 

Sent! 30 October 2009 13:32 
Tot jheywoad; 

Will be sure to call later 



..... Original Message 
From: Jeremy Haywood 
To: Tucker, Paul 

s!bj9c?RE?piRSONAr?S THIS WRONG? (UNCLASSIFIED] (Non-Record] 
WOuld welcome a conversation on this at soma point ■ plus a mors genaral update 

— "Original Message — 
From; Jeremy Haywood 
Sent: 28 October 200B 1 8:08 

SubieSfpERSONAL • IS THIS WRONG? [UNCLASSIFIED] (Non-Recordl 
Identified and uaad due to operational complexities. 

fan^ 

mwStati mci i higher rates (Including when that borrowing Is Qovernnwnt guaranteed). 

■m« RnP eouid tamoorarltv widen eligible collateral still further, to Include bank paper: senior debt and 
SSiteals o deoW bank would be required to use paperother than He own, thus requiring 

Si Stil |^ iSwEv and Issuing bank before the BoE were exposed to loss The BoE 
cfmiitaK of the Bank of England's Open Market Operations' ^October 2008 

?Sid fdaffi that such actions would, In effect, be lending to the banking system 

Sdffins^ fa claim on the banking syetem. However, the ECB and the Federal Reserve have both 
S^SSSSSSi as Sble c2te?a!. (Sterling Llbcr has been stickier than $ and less so E llbor) 

wCScS wishes toU withdraw themonetary stimulus and reduce its 

exposure to the banking system as a whole 

Original Measags-— 

From: Tucker, Paul 
Sent; 26 October 2008 11:11 



M** Reffinanks for fitting in supper [UNCLASSIFIED] [Non-Recordl 



Yep 

In about an hour? 



—.Off8lnilM««sja~ 
SubJfWUBOH 



H iB«l«l»»""«" ,, " , ' 1MH,,, " , " ,,,m " _ , J. 

a ^^«•l«.^i.«^*-^^■•- rt,,,, - - ■-* , ■" l- 
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Htfft tin p«}W ■Oajou Mtflaprtftl* iillUT 



TYPED-UP VERSION OF E-MAIL OF 26 OCTOBER 2008 



*****Original Message***** 
From: Jeremy Heywood 
To: Tucker, Paul; Scholar, Tom 
Sent: Sun Oct 26 14:09:56 2008 
Subject: LIBOR 



************************************** 

This email has reached the Bank via the Internet or an external network 
************************************** 

Comment from UBS (in confidence - pi protect) in case you have not had this directly. Keen to 
discuss this general issue with you next week unless LIBOR does start to fall fairly sharply 



In summary Liber's decline is in train but it will be gradual. To speed it up a change in the guarantee 
fee (to bring it in line with the Dutch scheme) is called for. I am an advocate for speeding it up. 



3 month Sterling Libor is the rate at which AA rated banks can borrow from one another. This is an 
unsecured borrowing rate. Libor is 'fixed' at 10:30am by averaging across quotes submitted by a 
panel of reporting banks. In the last 3 weeks the market has noticed that both Barclays and RBS 
have bid, after the 10:30 fixing, at levels up to 5bps above the fixing throughout the rest of the day. 
Brokers report that when the Bank of England cut rates on the 8 th October by 50bps at 12 noon 
Barclays continued to bid for cash at the higher 10:30am level. The market has been speculating 
over what these two banks might be doing and have interpreted these actions as a deliberate signal 
that they are prepared to borrow unsecured at 6.00%. 

There is no incentive for lenders to offer funds after 10:30 at or below Libor when they know two 
banks will continue to pay above Libor throughout the remainder for the day. 

For example, on 23 rd October 3 month Libor fixed at 6.005%. RBS continued to bid 6.050% through 
the remainder of the day. 

Why might Barclays and RBS behave like this? We believe it is because Libor borrowing is cheaper 
than any alternative, including the CGS. Barclays could issue a 3 month CD within the CGS at Libor 
less 100, at best (maybe Libor less 50bps). UBS estimates Barclays CGS guarantee fee is 124 bps (12 
month median CDS plus 50bps) which gives an all in CGS cost of Libor+24 at best, i.e. significantly 
more than Libor borrowing WHATEVER level Libor fixes at. Additionally, avoiding the CGS signals 
that banks using the Interbank market need no government assistance in borrowing. 

Although Libor has fallen by 30bps since the announcement of the Guarantee Scheme, the size of 
the fall has been impeded by the implementation. We view the Libor market as dividing between 3 
borrowers (HBOS, RBS and Barclays) and two lenders (Lloyds and HSBC). The borrowers do not have 
a cheaper alternative and lenders see no pressure to offer funds more cheaply. There is no 
immediately apparent mechanism to change this stand off. 



If the CGS fee had not included the 50 bps it would have produced a different dynamic. For 
example, Barclays could have issued a 3 month CD at Libor less 100 plus a fee of 74bps giving an all 
in cost of Libor less 28. In this case Libor borrowing would have been the second best option and the 
lenders in the money market would have known this. In this example the level of Libor less 100bps 
would probably have fallen to where 3 month Treasury Bills are trading (4.00%) and therefore Libor 
would be 5.00% (or Bank Rate plus 50bps). Furthermore, additional Bank Rate cuts would push TBill 
yields lower and therefore Libor too, rather than having Libor stuck at 6.00%. 

Another aspect of the current CGS fee structure is that reductions in CDS do not feed into lower fees 
while the September turmoil keeps the fee high. If the averaging window was more carefully chosen 
and the fee reduced as CDS fell it might be possible to create a virtuous downward cycle in Libor. 

For example, the Dutch who had the benefit of time to study the UK scheme chose different fees for 
short and long term borrowing. For less that 1-year they charge 50bps flat and for longer than 1- 
year they charge median CDS plus 50bps but with the median window running from January 2007 to 
August 2008, excluding the September turmoil. 

If the UK followed the Dutch example for the CDS window, the CGS fee would fall by between 20 and 
80 bps but the all in fee would remain between 75bps and 110bps for the eight initial participants. 
Barclays fee would be 95bps, HBOS 75bps and RBS 85bps. While in theory this might give sub Libor 
funding in practice the benefit would be borderline. 

Our suggestion is that it would be better to distinguish between short and long term use of the CGS 
and to charge a lower flat fee that ensures sub Libor funding at least until Libor reduces. We suggest 
initially following the Dutch example and using 50bps since this can easily be justified on competition 
grounds but would keep the fee under review as the market develops. 

For latest news and information from Downing Street visit: http://www.numberlO.gov.uk 



Help save paper - Do you need to print this email? 



, * RE: Manythanks for fitting In supper [UNCLASSIFIED] [Non-Record] 

Jeremy Heywood 

Sent! 25 October 2008 20:47 
..Toi Tucker, Paul 

did u text ma earlier? 
when fa a good time to talk> 



Re: Might ba scuttle butt - are u hearing this rumour? [UNCLASSIFIED] 
[Non-Record] 

Tucker, Paul 



lent; 22 October Z008 22:30 
To: jhaywoad 



Yap. Dollar spreads still above oura at 3 mo nths. But I'm concerned too, ror ow» i»» «. - »~*-> 



..... original Message ■ 
From: Jeremy Heywoocf 
To: Tucker, Paul M 

■ « - » — ? i^ 8sifie01 ENon ' ReMr6] 

tes(/ we are v concerned that US rates are tumbling but we remain stuck! 

— Original Message — 
From; Tucker, Paul L _ 
Sent: 22 October 2003 22:17 

2mS Reffi S •«»• ■>«* ' «• u h9arln 9 th,s ,umo,jr7 
[UNCLASSIFIED] {Non-Record] 

Institutions 



— Original Message ■■ 
From: Jeremy Haywood 
To: Tucker, Paul 



From the money market tranches: 

5£t £Sp cS fan TBarclays continued to bid the old level (as the rates had 
^&Vi?!SSKSlSL in the market over what they are up 



LIBOR spreads [RESTRICTED] [Record] 

Jeremy Heywood 

Santt 22 Oetob«r 2008 10:08 
T»i Hicfcer, Paul 



any policy options wq shoura ae considering? 

--—Original Message — 

From: Tucker, Paul 

Sent: 21 October 2008 21:27 

S^iff&ta (or fitting h supper [UNCLASSIFIED] 
tNonfleeord] 

Euro ones haven't fallen markedly either so far 
Dollar ones were significantly higher 

A handful of US banks have been lending fairly actively { JwJJ a 
«laSSrm)tn dollars I think ( think) that may have something to 
S w Z SStSanumberof US ^^SSSSSStT 

whole market. 
Hope that helps a bit 

Paul 



— Orlfllnal Message — 
From: Jeremy Haywood 
To: Tucker, Paul 

[Non-Hecordl 
Hope all wall 

Why are UK LIBOR spreads not falling as last as US? 

-—Original Message--- 
From: Tucker, Paul 
Sent: 13 October 2008 20:31 
To: Jeremy Heywood 

Subject: Re: Manythanks for fitting in supper 
That's quite something coming from where you sltl 
Let's hope it works! I 



. — Original Message - — 

From; Jeremy Heywood 

To: Tucker, Paul 

Sent- Wlon Oct 13 1 9:14:07 2008 

Sub|ect; RE: Manythanks for fitting In supper 

This email has reached the Bank via the Internet or an external network 



What a few days! 

"-■■Qrlgfnaf Message 

From; Tucker, Paul 

Sent: 06 July 2008 12151 

To: Jerarny "tfeywooci " " 

Subject: Manythanka for Fitting In suppar 



V good to 339 you 

Bast 

Paul 



